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HIGHLIGHTS OF BUSINESS IN FEBRUARY 


Handicapped by the effects of the coal strike, indus- 
trial activity declined in February. Preliminary estimates 
place the Federal Reserve Board index of industrial pro- 
duction at 178, 5 points below the January level. By the 
end of the month, steel production was down to 74 per- 
cent of capacity, motor vehicle production was running 
about 10 percent under the last week in January, and 
freight carloadings had dropped nearly 20 percent on the 
same basis. 

The month witnessed some improvement in the po- 
sition of farmers, as higher prices for hogs, beef cattle, 
lambs, and cotton brought a 2-point rise in the index of 
prices received by farmers. As a result, the parity ratio 
rose to 96, an increase of 2 points over last month. Higher 
prices for farm products were also mainly responsible for 
a rise of 1.4 points in the wholesale price index, which 
stood at 159.4 percent of the 1926 average at the end of 
February. Prices of commodities other than farm prod- 
ucts and foods remained steady. 


Unemployment Rises, Employment Steady 

Unemployment in February rose by 200,000 to 4.7 mil- 
lion, the highest level in the postwar period. This ex- 
cludes workers idled by the coal strike. The slight increase 
in unemployment is attributed mainly to the seasonal rise 
in the labor force at the end of the fall school semester 
rather than to any decline in employment. 

Total civilian employment and nonfarm employment 
held steady at the January levels of 57.0 and 50.7 million 
respectively. This is in contrast with the corresponding 
period last year when cutbacks in employment led to a 
decline of 500,000 in nonfarm employment. 


Construction Maintains Record Pace 

Construction activity in February set an all-time high 
for the month. New construction put in place during the 
last three months surpassed all previous records of mid- 
winter construction in terms of physical volume as well 
as in dollar outlay. 

The $1.4 billion of new construction exceeded last 
February’s high by 21 percent and was only 5 percent 
below January, a less-than-seasonal decline. Total private 


building was up 19 percent and public building rose 26 
percent over last February. 

Home building is the big gun in the current boom, 
accounting for 44 percent of total construction activity 
in the month. Private nonfarm residential building was 
up 50 percent to $600 million, and publicly financed home 
building tripled as compared with February, 1949. Pri- 
vate nonresidential building was the only major category 
to decline from last February, down 9 percent, mainly be- 
cause of a 33 percent drop in industrial building. 


Manufacturers’ Sales Up, Inventories Level 

Manufacturers’ sales in January rose more than 
seasonally over December, 1949. On a seasonally-adjusted 
basis, sales rose to $17.5 billion, 4 percent above Decem- 
ber and about 1 percent over last January. Durable-goods 
sales rose the most, by 5 percent over December, largely 
because of accelerated activity in the automobile industry. 

New orders of manufacturers in January showed their 
first upturn since last September. The rise occurred in 
both durable and nondurable sectors. The book value of 
inventory holdings by manufacturers showed no change 
from the December low of $30.8 billion. Since new orders 
in January were above sales, need for additional inven- 
tories may be indicated. 


Exports Decline as Imports Rise 

Substitution of foreign for American goods by dollar- 
hungry nations led United States exports in January to 
drop to $744 million, the lowest point since October, 1946. 
This was 21 percent below December and 30 percent be- 
low the January, 1949, figure. Machinery and vehicle ex- 
ports showed the largest declines. Concurrently, imports 
rose for the fifth successive month, to $623 million, 
owing to increased shipments of textile fibers and manu- 
factures. 

As a result, the dollar gap fell sharply. The merchan- 
dise balance of trade in January was $121 million, as 
compared with $338 million in December and a monthly 
average of $450 million in 1949. Continuation of this low 
balance is not likely in view of the availability of Ameri- 
can dollars under the foreign aid program. 
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Outlook for Profits in 1950 


The prospective rebound of business activity from the 
coal-strike lows reinforces the optimism with which the 
spring months have been viewed by most business analysts. 
Doubts arise mainly as to the latter part of the year. 
These doubts gain emphasis in the minds of many as the 
stock market advances toward a test of the resistance 
level at the 1946 highs. Therefore, for whatever they may 
be worth, we present briefly the following results of our 
own review: 


General Business Conditions 


There are both positive and negative factors in the 
current business picture, on balance pointing toward 
higher levels. 

1. Inventories were still being liquidated at the end 
of 1949. Since inventories are still below normal, even 
allowing for the long-term downtrend in their relation to 
sales, it is likely that liquidation will cease before the 
end of 1950 and be replaced by a limited rate of ac- 
cumulation. 

2. Government expenditures for goods and services, 
other than foreign aid, are still definitely pursuing an 
upward trend. 

3. The foreign aid program wili begin to decline 
after mid-1950, though the decline will be partly offset 
by the increase in military assistance for Western 
Europe. However, net foreign investment dropped to a 
new postwar low in the fourth quarter of 1949; and since 
net exports were then considerably less than the aid 
being granted, a higher level of exports is to be expected. 

4. The construction boom is sparked by new highs 
in residential building. Various explanations are offered 
to show why this high rate of housing construction is 
only temporary; but none of these seems as forceful as 
the simple and direct explanation that the country really 
needs the houses which are being built. 

5. Business outlays for plant and equipment have 
been declining, with the result that excess rates of in- 
vestment based on backlogs have almost disappeared. 
Hence, a normal response of capital expenditures to 
generally prosperous conditions would call for a slight 
increase rather than any further decline in the latter 
part of the year. 

6. A more definitely negative factor will be the re- 
duction of consumer purchases on credit, which reached 


a very high rate at the end of 1949, supported by peal 
automobile sales. However, a moderate decline in sale 
will not greatly affect the auto industry and will alloy 
some reversal of the 1949 shift in consumer expenditure 
from nondurable to durable goods lines. 

Summing up thus far, the net effect by the end oj 
1950 should be upward. To this must be added a coordi. 
nate increase in consumption, which will gain continue 


support from the increase in population. Consider, alsol 


the temporary factors, like veterans’ refunds and making 
up deficiencies of the strikes, whose stimulating effects will 
soon disappear. In view of the upward movement antic. 
pated on other grounds, these factors may act primarily 
to bring activity up more quickly, with a leveling there. 
after, rather than any definite decline. In other words 


we seem now to be moving toward a higher plateau which} 


should continue into the first half of 1951. 
Other Factors Affecting Profits 


Productivity. The economic problem of 1950 seems 
likely to be the creeping increase in unemployment. Lack 
of jobs for 4.5 million workers is just too much to ignore, 


especially as the. prospective expansion of activity is not§ 


sufficient to keep up with the growth in the labor force. 

Manufacturing employment moved down steadily in 
1949, releasing more than a million workers. Only part 
of the decline can be explained by reduced rates of pro- 
duction, as man-hours were cut about twice as fast as 
output. The number of production workers in manufactur- 


ing was down almost 10 percent from December, 1948 § 


to December, 1949, and there was in addition a slight 
decline in average hours of work per week. In contrast, 
the Federal Reserve index of manufacturing production 
declined only 514 percent. 

As a result of these changes, there was an increase in 
production per man-hour of about 5 percent. This in- 
crease in productivity was the result of a concerted cam- 
paign by management to cut expenses and put operations 


on the most efficient basis possible. Results were much the | 


same in durable and nondurable goods industries. In the 


former, there was a moderate decline in output and a § 
larger decline in man-hours of employment; in the latter, | 


higher production was obtained with a smaller working 
force. Continuation of this trend of productivity through 
1950 will tend to increase profits in industries where sales 
and prices are firm, and to maintain them where declines 
are experienced. 


Prices. Profits were helped to some extent in 1949 by 
more rapid declines in prices of materials than in those 
of finished products. Prices of farm products fell more 
than 10 percent during 1949, and some further declines 
are expected. Prices of other raw materials and semi- 
manufactured articles also showed considerable declines, 
though not as large. However, recent firming tendencies 


in these prices suggest that any further weakening in | 


the price structure is likely to be limited. 

The stability of prices other than farm products and 
foods during the last six months reveals no tendency to 
reduce prices at the expense of margins. Little inclination 
to lower margins was displayed by business, even in the 
scare of the 1949 recession; and more recently, there has 
been some tendency to improve margins by raising prices 
— exemplified by the increases in steel and tire prices at 
the end of the year. On the other hand, some declines may 
occur in particular commodities, like automobiles, which 
are affected by special situations. 


(Continued on page 6) 
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ILLINOIS INDUSTRIES AND RESOURCES 


SOYBEAN PROCESSING 


Soybeans. were extensively cultivated as a food crop 
in the Orient as far back as written records extend, but 
only in the past 20 years have they become a major crop 
in the United States. The wartime shortage of fats and 
oils brought a tremendous expansion of soybean acreage, 
and today this nation leads the world with a 1949 crop of 
222 million bushels, more than three-fourths of which 
were grown in the North Central region. 

Illinois produces more soybeans than any other state; 
its record crop of 82.6 million bushels in 1949 was over 
one-third of the national total. It is not surprising, there- 
fore, that Illinois, with 30 soybean mills, is the center of 
the soybean processing industry. The State was respon- 
sible for 46 percent of the industry’s $585 million value 
of product shown in the 1947 Census of Manufactures, 
and had double the product value of Iowa, its nearest 
competitor. 


Processing in Illinois 

Central Illinois is ideally located with respect to soy- 
bean-producing areas and markets. Decatur, often called 
the soybean capital of the world, is the site of four large 
processing plants and has the largest concentration of 
soybean-processing facilities in the nation. 

The first commercial soybean processing in this 
country was done at Chicago Heights during the first 
World War, in an effort to meet a serious shortage of 
fats and oils. An early leader in the industry was the 
A. E. Staley Company of Decatur, the oldest continuous 
soybean processor in business today. Other large concerns 
soon entered the field, and Illinois processors now in- 
clude such firms as Swift, Allied Mills, Archer-Daniels- 
Midland, Central Soya, Glidden, Ralston Purina, Spencer 
Kellogg, and Borden. 


Methods of Processing 


The mechanical method of recovering oil from oil- 
bearing seeds by applying continuous pressure is centuries 
old. Modern soybean processing first used hydraulic 
presses, then screw presses called expellers. Working like 
enormous meat grinders, expellers crush the beans, forc- 
ing out the oil and leaving a cake residue which is ground 
into meal containing about 5 percent oil. 

Expetimentation with solvent extraction began about 
1926, but permanent solvent-type oil mills did not appear 
in America until 1934. Today more than half of the in- 
dustry’s processing capacity is in solvent extraction, whose 
main advantage is its ability to remove up to 96 percent 
of the oil in the beans, in contrast to the 80 percent 
removed by expellers. Hexane, the most commonly used 
solvent, has the disadvantage of being extremely explosive 
and requires highly skilled operators and elaborate safety 
precautions. An additional drawback of the solvent 
process is its higher initial cost, but the added revenue 
from higher oil yields more than justifies expensive 
installation and operation. 

Most of the solvent-type capacity in operation uses a 


continuous basket type of extraction. The beans are rolled 
into thin flakes and loaded into a series of perforated 
baskets which run on an endless chain in a vapor-tight 
tower. The flakes are carried down one side of the tower 
and up the other through a spray of solvent which is then 
drained off and distilled for recycling. Evaporators and 
steam remove all traces of the solvent both from the oil 
and from the residual flakes, which are then ground into 
meal having an average oil content of less than 1 percent. 


The Market for Oil and Meal 


Almost 90 percent of the total production of soybean 
oil goes into edible products such as salad and cooking 
oil, mayonnaise, vegetable shortening, and margarine. 
Substantial amounts of the remaining 10 percent are 
being used in the manufacture of paint and varnish, 
linoleum, printing ink, soap, and insecticides. 

Originally, soybean oil was considered the main 
product of the industry and had a higher cash value than 
the meal, but today the value of the meal recovered from 
each bushel of beans exceeds the value of the oil. Most 
of the more than 4 million tons of soybean oil meal 
produced during the 1948-1949 season went into animal 
feeds. Soybean meal contributes over 40 percent of the 
protein supplements used in poultry and livestock feeding, 
a market which has a vast potential in a prosperous 
economy. 

Another outlet for soybean oil meal that has a bright 
future is soy flour. Two pounds of medium fat soy flour 
contains the same amount of protein as 5 pounds of 
round steak or 6 dozen eggs. Strictly a protein fortifying 
agent, it is not a flour in the true sense of the word and is 
best used in small quantities to add nutritive value to 
basic foods. 

The biggest industrial use of soybean meal is in 
adhesives. The protein in the meal has been used for a 
number of years for sizing and coating paper, and soy- 
bean glue is now the standard adhesive for pine and fir 
plywood. Soybean meal has been used in very small 
quantities in plastics as an extender. 

The ever-increasing number of practical applications 
for soybean products is the result of extensive research 
carried on both by the processors and by university and 
government laboratories. Some outstanding work in the 
field has been done at the Northern Regional Research 
Laboratory at Peoria, one of four Federal laboratories 
set up to develop new uses for the nation’s farm crops. 

Among the soybean products discovered there are 
Norepol, a rubber substitute made from soybean oil; 
Norelac, a synthetic resin used as a heat-sealing agent 
for food packaging; and Gelsoy, a water extract of the 
flakes remaining after hexane extraction, which whips 
like egg whites and gelatinizes when heated, properties 
which combined with its high protein content make it an 
ideal food filler and enriching agent. Other discoveries in- 
clude a soybean glue for shotgun shell casings and im- 
proved durability of 100 percent soybean oil paint. 
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SELECTED INDICATORS 


STATISTICAL SUMMARY OF BUSINESS ACTIVITY 
UNITED STATES MONTHLY INDEXES 


Percentage Changes December, 1949, to January, 1950 


-30 -20 +10 #20 


COAL| PRODUCTION 


ELECTRIC oo RODUC TION 


EMPLOYMENT — MANUFAC TURING* 


CONSTRUCTION | CONTRACTS AWARDED 


DEPARTMENT STORE SALES 


BANK DEBITS 


HLL. 
U.S. 


* Figure for Illinois not available. 


ILLINOIS BUSINESS INDEXES 


Percentage 
n 
I Change from 
— (1935-39 | Dec. | Jan. 
= 100) 1949 1949 
Electric 282.6 — 3.0] + 1.5 
Coal production®. . 81.2 —16.3 | —46.9 
Dept. store sales in Chicago‘... 236.089 | + 2.6) — 4.1. 
Consumer prices in Chicago®....| 172.3 0.5; — 1.5 
Construction contracts awarded*| 197.3 —36.8| + 1.4 
286.2 — 54! — 1.6 
Life insurance sales (ordinary)*..| 163.0 —-15.9| — 6.9 
Petroleum production™......... 245.9 +1.1] + 7.3 
1 Fed. Power Comm.; ? Ill. Mines; * Ill. Dept. of haber; 


4 Fed. Res. Bank, 7th Dist.; 5U. S. Bur. of Labor Statistics; *F. 
Dodge Corp.; * Fed. Res. Bd; * Ill. Coop. Crop Repts.; * Life Ins. A 
Manag. Assn.; ; @ Ill. Geol. Survey 

* Seasonally adjusted. n.a. ‘Not available. 


UNITED STATES WEEKLY BUSINESS STATISTICS 


Percentage 
January Change from 
1950 
Item Dec. an, 
1949 
Annual rate 
in billion $ 
Manufacturing! 
New construction activity! 
Private residential.......... 7.8 — 5.8] +36.8 
Private nonresidential....... 5.9 — 8.6] — 7.2 
Public nonresidential........ 4.0 — 8.8 | +17.7 
Foreign trade! 
Merchandise exports........ 8.9 —21.1 | —32.6 
Merchandise imports........ 7.5 + 3.0] + 5.6 
Excess of exports........... 1.4 —64.2 | —76.5 
Consumer credit outstanding? 
Installment credit.......... 10.8> — 0.6 | +28.6 
Business loans*............... 13.9» 9.4 
Cash farm income’............ 25.2 — 9.4} —11.3 
Indexes 
1935-39 
Industrial production? = 100) 
Combined index............ 183* +1.7| — 4.2 
Durable manufactures....... 210° + 2.9] — 7.5 
Nondurable manufactures... . 179 + 2.3) + 2.3 
Manufacturing employment* 
Production workers......... +0.7/ 6.1 
Factory worker earnings‘ 
Average hours worked 106 05} + 0.8 
Average hourly earnings..... 237 + 0.6; + 0.9 
Average weekly earnings..... 252 + 0.1} + 1.7 
Construction contracts awarded®; 309 —21.3 | +51.3 
Department store sales?....... — 3.8) — 4.4 
Consumers’ price index‘. ...... 167 — 0.4] — 2.3 
Wholesale prices* 
All commodities............ 188 + 0.2) — 5.6 
Farm products............. 204 0.0 | —10.0 
180 + 0.3 | — 4.6 
Farm prices* 
Received by farmers. ....... 220 + 0.9} —11.3 
Paid by farmers............ 190 + 0.4| — 3.3 
94° — — 9.6 
Dept. of Commerce; ? Federal Reserve Board; U. S. Dept 
of Agriculture; U. S. Bureau of Labor Ww. 
* Seasonally adjusted. »© As of end of month on ial in 


dexes, 1909-14 = 1 


. ma. Not available. 


Production: 
Bituminous coal (daily avg.)......... thous. of short tons. . 
Electric power by utilities........... mil. of kw-hr........ 
Motor vehicles (Wards)............. number in thous... .. 
Petroleum (daily avg.).............. 
thous. of cars....... 
Department store sales................ 1935-39 =100....... 
Commodity prices, wholesale: 
Other than farm products and foods. .1926=100.......... 
Finance: 


437 432 1,090 1,250 1,812 
854 5,931 5,971 6,062 5,972 5,559 
117.5 116.1 118.3 120.1 133.5 114.1 
930 4,931 4,887 4,883 4,893 5,344 
189.6 193.7 195.4 198.8 200.5 207.1 
547 560 569 613 636 688 
220 232 238 226 222 232 
152.5 152.2 151.6 151.2 150.7 158.5 
145.3 145.3 145.1 145.2 145.1 151.0 
248.7 248.0 247.1 247.7 249.4 272.5 
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13,854 | 13,905 13,885 | 13,918 | 13,871 15,222 
allures, COMMETCidl .number ...... 210 218 195 199 232 180 
Source: Survey of Current Business, Weekly Supplements. 
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RECENT ECONOMIC CHANGES 


Retail Trade Remains High 

For the most part, department store sales held up 
during February, varying only 1 or 2 percent from the 
corresponding weeks of 1949, until the week ending 
February 25, when sales were off 5 percent from last year. 
Adverse weather and curtailed industrial activity were 
the main causes cited for the late-February drop. For 
the month as a whole, dollar sales were only 1 percent 
below February, 1949. 

Despite earlier pessimism, total retail sales in January 
reached $9.5 billion, 2 percent over January, 1949. After 
seasonal adjustment, sales were also higher than in 
December, with the total up 3.5 percent. Increases in both 
cases were caused entirely by strength in durables, up 
17.8 percent from January, 1949, and 13.2 percent from 
December, largely because of increased sales of auto- 
mobiles. Nondurable goods sales, although more than 3 
percent below January, 1949, were only slightly below 
sales in December. 

The accompanying chart shows that total retail sales 
throughout 1949 remained fairly close to 1948’s high 
levels and in January exceeded the previous three years. 
Durable goods sales in 1949 remained higher than 1948 
until December, and moved up again in January. Non- 
durables, down throughout last year, continue to lag. 


Manufacturers’ Sales Rise 
In contrast to the fairly general weakness of nondu- 
rable goods at the retail level, these lines were making 


a good showing at the manufacturing level; manufac- 


turers’ sales of nondurables valued at $10.2 billion in 
January represented a 2 percent gain over the previous 
month, after seasonal adjustment. Renewed sales of auto- 
mobiles boosted durable sales to $7.4 billion, nearly 6 


RETAIL SALES 
(seasonally adjusted) 
BILLIONS OF DOLLARS 


12 | | T T T 
TOTAL i948 


NONDURABLES 1948 

1950 OURABLES 


Source: U. S. Department of Commerce. 


percent over December after adjustment. Total sales of 
$17.5 billion were up 4 percent. Manufacturers’ inven- 
tories showed no change in either category, remaining 
at $13.8 billion for durables and $17.0 billion for non- 
durables. 

An encouraging fact for the nation’s businessmen after 


last year’s ups and downs was the increase in new orders. 


Both durable and nondurable goods shared in the sub- 
stantial increase over December. New orders also ex- 
ceeded sales in January, with an increase in machinery 
orders especially noted by the Department of Commerce. 


National Product Off in 1949 


With fourth quarter data now available, it is possible 
to review 1949’s economic conditions. The chief factor in 
last year’s declining gross national product was the shift 
in inventory buying. (See article, page 8.) Consumption 
expenditures and government purchases helped sustain 
the nation’s economy, both exceeding the 1948 levels. 
State and local governments increased their buying $2.2 
billion in 1949, whereas the Federal government raised 
its expenditures by $4.5 billion. In personal consumption, 
larger purchases of durable goods and services more than 
offset the decline in nondurable goods buying. 

In contrast to a 2 percent decline in national income 
and a 1 percent decline in personal income in 1949, dis- 
posable personal income rose slightly over 1948. Depart- 
ment of Commerce data for 1948, 1949, and the fourth 
quarter of 1949 are given below. 


GROSS NATIONAL PRODUCT OR EXPENDITURES 
(billions of dollars) 


4th Qtr. 
1948 1949 1949* 
Gross national product........... 262.4 257.4 255.2 
Personal consumption......... 178.8 179.4 179.8 
Durable goods.............. 23.5 24.4 25.2 
Nondurable goods........... 102.2 98.9 97.7 
35.1 56.1 56.9 
Domestic investment.......... 45.0 34.7 33.7 
New construction........... 17.9 17.3 18.7 
Producers’ durable equipment 20.7 19.7 18.7 
Change in business inventories 6.5 —2.3 —3.7 
Nonfarm inventories only. . 5.1 —1.8 —2.8 
Foreign investment............ 1.9 0 —2.0 
Government purchases......... 36.7 43.4 43.7 
INCOME AND SAVINGS 
National income................ 226.2 221.5 219.8 
211.9 209.8 209 .3 
Disposable personal income....... 190.8 191.2 190.7 


* Seasonally adjusted, at annual rates. 


Coal Strike Settled 


The acrimonious months-long dispute between the 
United Mine Workers and the nation’s mine operators 
was finally settled on March 5 with the signing of a 
contract running to mid-1952. Negotiations concerning 
wages may be reopened, however, after April 1, 1951, on 
30 days’ notice. Miners received a 70-cent increase in 
their basic wage to $14.75 a day. A 30-cent a ton 
royalty will be paid into the pension fund, a 10-cent in- 
crease over the royalty previously paid. It is estimated 
that this rise in payments to the pension fund amounts 
to an additional 65 or 70 cents a day. The “willing and 
able” clause which has caused considerable difficulty was 
eliminated; and memorial work stoppages were limited to 
five days a year. : 


[5] 
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Despite the uneasy strike situation, the number of 
workers holding jobs, including the strikers, remained 
about level in February. Of the 210,000 workers entering 
the labor force, more than 200,000 were unable to find 
jobs; a small number found work in agriculture. Non- 
agricultural employment, down 19,000 from January, was 
556,000 higher than in February, 1949. Data for the 
month, in thousands of workers, are as follows: 


February January February 
1950 1950 1949 
Civilian labor force.......... 61,637 61,427 60 , 388 
56,953 56,947 57,168 
6,223 6,198 6,993 
Nonagricultural........... 50,730. 50,749 50,174 
Unemployment............. 4,684 4,480 3,221 


Consumer Credit Off Seasonally 


In accordance with its usual seasonal pattern, con- 
sumer credit was off in January to a total of $18,335 
million, $442 million below the December 31 record. Even 
then, total consumer credit outstanding was more than 
$2.5 billion higher than that on January 31, 1949. The 
substantial upward trend which has marked consumer 
credit in the postwar years is illustrated in the accom- 
panying chart. Instalment credit is seen to have been an 
important element in the rise, since credit outstanding 
in charge accounts has shown only a slight upward trend. 

Although much has been heard of the excessive levels 


CONSUMER CREDIT 


BILLIONS OF DOLLARS 


16- 


f TOTAL CONSUMER CREDIT 


hy CREDIT | 


CHARGE ACCOUNTS 


194! 1947 1948 1949 1950 
MONTHLY 
AVERAGE 
Source: Federal Reserve Board. 


[ 6 ] 


of consumer credit in recent months, the chart shows that 
consumer credit as a percentage of personal income is stij] 
substantially below the figure for 1941. The steady rise 
in the last three years has brought the percentage to 89 
percent of personal income, whereas the monthly average 
in 1941, a fairly prosperous prewar year, was 10.4 percent, 


Construction Stays Up 

An unseasonably high rate of construction activity has 
prevailed throughout the winter. In February, the value 
of new construction put in place totaled more than $1.4 
billion, down 5 percent from January, but more than 20 
percent above the February, 1949, total. The four months, 
November through February, have been marked by the 
highest construction volume on record, in terms of both 
physical volume and dollars spent. The unusually high 
level of private home building has been an important 
factor in the record activity. A-total of $600 million was 
spent on private residential building during February, 
half again as much as in February, 1949, and only 8 
percent below January. All private construction was 
valued at nearly $1.1 billion, up 19 percent from February, 
1949, down a little more than 5 percent from January, 
Public construction, totaling $336 million, was down 6 
percent from the previous month but still more than 
25 percent over February last year. 


Outlook for Profits in 1950 


(Continued from page 2) 


Since margins are generally satisfactory at the present 
time, and both capacity and labor supply are adequate to 
fill orders, any further price changes seem likely to be 
moderate, leaving the general price level relatively stable. 


Inventories. Price movements were responsible for the 
wide fluctuations of reported profits during the last two 
years. Changes in both sales receipts and inventory 
revaluation adjustments were largely the result of the 
price reversal. (See article, page 8.) 

If the decline in prices at which inventories are valued 
comes to an end, reported profits before income taxes 
would automatically move up $2.6 billion (the amount of 
the downward adjustment in 1949), or almost 10 percent. 
In addition, rising volume and productivity, which, as 
indicated above, seem reasonably in prospect, should also 
tend to increase profits. Hence, reported net profit may, 
on a rough estimate, be something like 15 percent higher 
in 1950 than in 1949. 

The combination of continued prosperity, stable prices, 
and rising profits provides the most favorable outlook for 
business. Although synthetic pessimism concerning the 
last half of 1950 has been given wide circulation, and 
should make for continued business caution, the situation 
will be such as to give business the confidence to move 
forward. 

This outlook also provides the most favorable climate 
for the security markets. Stock prices still have a long 
way to rise before normal relations with earnings and 
bond yields are re-established; and the action of the mar- 
ket during the last six months suggests that the postwar 
freeze on speculative psychology is ending. There now 
seems nothing but the possibility of increased interna- 
tional tension to block the advance. 

In summary, our view of the situation is: Prosperity 
will prevail for another year at least. The outlook for 
profits is good; and trends toward establishing a more 
normal relation between security prices and earning 
power should continue. VLB 
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BUSINESS BRIEFS 


PUBLICATIONS AND DEVELOPMENTS OF BUSINESS INTEREST 


California Unemployment Conference 


The results of the California Conference on Unem- 
joyment held in Sacramento in December are detailed 
in a booklet titled Governor's Conference on Unemploy- 
ment, published by the California Department of Employ- 
ment. Governor Earl Warren favors the town meeting 
method of dealing with state-wide problems, and the 
experiment should be of interest to other state administra- 
tions. The delegates were divided into groups discussing 
such problems as the employment of minority groups, the 
physically handicapped, and workers over 40; opportuni- 
ties for expansion in agriculture, construction, transpor- 
tation and communication, and trade; and community 
action and assistance to private industry on the local and 
the state level. The booklet contains a section of basic 
information on the employment picture in California, 
where the population is growing at a rate of almost 400,- 
(00 people a year, and 10,000 more jobs must be created 
every month. 


Advertising 


“Retail Radio-TV,” an article in the February 27th 
issue of Broadcasting, reports that although spending for 
newspaper advertising and retail store displays will de- 
crease slightly this year, amounts spent on radio and 
television advertising will probably continue to increase 
as they have for two decades. More money is spent 
locally than nationally for radio advertising, and increas- 
ing use of radio by retailers is largely due to its “person- 
to-person” appeal. Television has also proved itself a 
potent merchandising medium and stores are beginning 
to stress promotional type rather than institutional tele- 
vision advertising. 


Printer’s Ink recently published a series of three 
articles, entitled “So You’re Going to Choose an Adver- 
tising Agency,” by James T. Chirurg. The articles, which 
started in the February 24th issue of the magazine, stress 
the point that the choice of an agency should not be 
haphazard. The decision should be made in a planned and 
systematic manner and it is suggested that tests, check 
lists, and questionnaires be sent to various agencies in 
order to determine what services they have available, 
their size, what are their active accounts, and how they 
could meet the advertiser’s specific requirements. 


Turbo-hearth Steel 


The February 4 issue of Business Week describes a 
new process developed by the United States Steel Cor- 
poration which makes high-grade steel in 12 minutes, 
wing no fuel. Molten pig iron from the furnace is 
poured into a turbo-hearth shaped like a giant steel coffee- 
maker, and blasts of air are shot in over the surface of 
the molten iron, causing the carbon and other impurities 
to burn out, leaving steel. A 30-ton turbo-hearth can make 
at least 60 tons of steel an hour and could double or 
triple the daily production of a 150-225 ton open-hearth, 
yielding a steel whose quality is equal to that of the 
open-hearth product. 


Federal Reserve System 


The Book of the Bank, published by the Federal Re- 
serve Bank of Chicago, briefly describes the history and 
functions of the Federal Reserve System and the internal 
operations of the Federal Reserve Bank of Chicago, the 
second largest bank in the system. With its Detroit 
branch, the Chicago Reserve Bank serves the most popu- 
lous area in the Federal Reserve System, the Seventh 
District. This booklet describes the handling of cash, 
checks, discounts, credit, and government bonds, explain- 
ing how the bank fulfills its purpose of regulating the 
supply, availability, and cost of money. 


Agricultural Balance Sheet 


The Bureau of Agricultural Economics of the United 
States Department of Agriculture has published Balance 
Sheet and Current Financial Trends of Agriculture, 1949. 
Viewing the farm industry as one large enterprise, the 
study reports that on January 1, 1949, total farm assets 
were 5 percent above those of a year earlier and 214 
times the 1940 figure. Increases have come both di- 
rectly and indirectly from record increases in farm in- 
come, which reached an all-time high of $22 billion in 
1948 and decreased during 1949, chiefly because of re- 
duced prices. 

As shown by the chart, physical assets were valued at 
about $105 billion in 1949, a rise of about 6 percent, while 
the total financial assets of almost $22 billion were almost 
unchanged from a year earlier. Although farm indebted- 
ness increased 23 percent during 1948 to more than 
$11 billion, the chart shows clearly that farm debts 
are relatively small and that there has been no sharp 


‘ upturn in indebtedness since 1940, in contrast to the 


upward trend of assets. 


ASSETS AND INDEBTEDNESS OF 
U.S. AGRICULTURE, JAN. I, 1940-49 
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The financial position of corporations improved dur- 
ing 1949 despite declines in sales and profits. Net working 
capital increased, with cash and government security 
holdings rising almost $3 billion. Since purchases for 
final use — by government and business as well as con- 
sumers —held steady #n 1949, the decline in sales was 
due almost entirely to inventory reductions. 

Profits were adversely affected by the reversal of 
price trends which turned a fictitious inventory revalu- 
ation profit in 1948 into a still larger fictitious loss in 1949. 
Taxes are ordinarily paid on such profits, however, so 
that corporations obtained a real cash saving in 1949. 
Adjusting stated profits after taxes to eliminate inventory 
revaluation indicates an increase in cash available from 
operations; and this helped provide the basis for larger 
dividend payments, which continued on a rising trend 
throughout the year. 


Sales and Production Decline 


Manufacturers’ sales— which account for over 50 
percent of the corporate total — declined in 1949, At $213 
billion they were 6 percent below the 1948 peak. Lower 
prices accounted for a large part of the drop, but there 
was some reduction in physical volume as well. 

Since purchases by final users maintained their high 
level throughout 1949, the decline in sales was almost 
entirely a reflection of reduced purchases for inventory 
by distributors and processors. This is borne out by the 
changes that took place in the components of gross na- 
tional product, as published by the Department of Com- 
merce in the February Survey of Current Business. 

Personal consumption expenditures showed a slight 
rise in dollar volume for the year. The total for all gov- 
ernment purchases increased sharply in 1949 and more 
than offset moderate declines in net foreign investment 
and in private domestic investment in new construction 
and producers’ durable equipment. (See page 5.) 

In contrast to this high level maintained by final 
purchases, there was a pronounced swing from accumu- 
lation of inventories in 1948 to liquidation in 1949, 
Whereas $5.1 billion was devoted to net additions to 
nonfarm inventories in the previous year, in 1949 there 
was a net reduction of $1.8 billion. The decline in corpo- 
rate sales can be attributed to this sudden reversal in 
buying for inventory account. - 

Lower book values of inventories were noticeable at 
the trade level as early as November, 1948. The trend 
continued into 1949, with lower prices accounting for 
nearly all of this early decline. The book value of manu- 
facturers’ stocks continued up to a peak until the middle 
of the first quarter. Manufacturers, in turn, had no alter- 
native to reducing their inventories in line with the 
volume of sales, and in the first instance reductions 
could be made only by cutting purchases of materials. 
Even after purchases of materials had been checked, 
however, finished goods continued to accumulate. 

For manufacturers, the process of inventory liquida- 
tion did not become fully effective until the third quarter, 
after reordering at the trade level had made some re- 
covery. Holdings continued to decline in the early part 
of the fourth quarter but at a lower rate; and the month 
of December marked the upturn. Trade inventories in 
the last quarter fell again, but the drop could be ex- 
plained in most part by reductions in the stocks of 
automobile dealers. 


CORPORATE FINANCES IN 1949 


ROBERT W. WOLFF, Research Assistant 
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The earlier stages in the production process wen 
hardest hit by the liquidation. The copper industry pro 
vides a good illustration. Refined copper deliveries jy 
March totaled 133,000 tons. Within two months they haj 
dwindled to 33,000, a decline of 75 percent. On the other 
hand, producers’ stocks continued to grow from the enj 
of the first quarter until the end of August. In the fiye. 
month period they had risen from 68,000 to 217,000 tons 
Not until September were production and deliverig 
finally brought into a relationship that allowed stocks ty 
start downward. 

Primary rayon manufacturers faced a similar situs. 
tion. Their shipments declined more than 40 percent from 
the first of 1949 until April, Production was fairly wel 
maintained during this period, so that their stocks of 
rayon mounted, reaching a peak in May more than fou 
times as high as at the end of 1948. In June, however, 
after the decline in shipments was sharply reversed, in. 
ventories again began to fall. 


Effects on Corporate Profits 

Although the declines in sales were primarily confined 
to the business community, they inevitably affected prices 
and profits. Complete profits data for 1949 are not yet 
available, but the trend is illustrated by preliminary an- 
nual estimates of the Department of Commerce, which it 
describes as “sufficiently accurate for general purposes.” 

Corporate profits before taxes, as reported for income 
tax purposes, are estimated to have fallen $6 billion in 
1949 from the peak of $34.8 billion in 1948. Tax reduc- 


Chart 1. CORPORATE PROFITS AND DIVIDENDS 
(seasonally adjusted quarterly totals at annual rates) 
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ions of more than $2 billion cushioned the decline, but 
the $3.9 billion decline in profits after taxes represented 
, reduction of almost 20 percent from the 1948 total. 
These profit figures are shown quarterly, at seasonally- 
adjusted annual rates, by the solid line in Chart 1. The 
fourth quarter figure, calculated arbitrarily by the De- 
partment of Commerce for purposes of obtaining an 
annual total, indicates a moderate increase, which may be 
understated in view of the recovery late in the year. 

A large part of the drop can be attributed to the 
practice of valuing inventories at cost or market, which- 
ever is lower. In 1949, when the course of prices was 
downward, the decline in inventory values was added to 
cost in computing profits, whereas in the preceding year 
the increase in values raised the profit level. Since the 
revaluation part of the inventory changes does not involve 
actual cash outlays or receipts, these changes in profits 
may be regarded as artificial. 

When an adjustment is made to take this fact into 
account, the decline in earnings from 1948 is considerably 
modified. Thus,"when the $2.2 billion revaluation is sub- 
tracted from 1948 earnings and the $2.6 billion deduction 
is added to those in 1949, corporate earnings excluding the 
inventory revaluation actually showed an increase over 
1948. The adjusted figures, which more nearly represent 
actual changes in cash available from operations for 
capital use or dividend distribution, are shown by the 
dotted line in Chart 1. This partly explains the policy 
of increasing dividends at a time when total reported 
profits showed a substantial decline. 


Financial Position Improved 

Even though sales and profits declined in 1949, and 
dividend payments reached an all-time high, the financial 
position of corporations improved. 

This seemingly inconsistent statement can be clarified 
by observing the changes that occurred in the sources and 
uses of corporate funds as shown in Chart 2. (These 
are data for nonfinancial corporations only and therefore 
differ somewhat from those previously cited.) Total re- 
quirements fell sharply from $26 billion in 1948 to $14 
billion in 1949, 

Plant and equipment expenditures, which had been 
increasing each year since the end of the war, declined 
$1.3 billion to $16 billion. To finance these large outlays, 
corporations found it even less necessary than in 1948 
to draw upon the capital markets. Net sales of new 
securities provided $0.9 billion less than in 1948; long- 
term bank loans (excluding mortgage loans), which had 
tisen $0.6 billion in 1948, were reduced $0.4 billion in 
1949; and $0.2 billion less was obtained from mortgage 
loans. The combined drawings upon these sources were 
reduced by $2.1 billion, or half again as much as the 
reduction in plant and equipment outlays. 

Earlier postwar capital requirements of corporations 
were met in part by liquidation of government securities, 
which had been accumulated during the restriction on 
private capital investment. In 1946 these securities were 
drawn on to the extent of $5.8 billion, whereas additions 
to cash amounted to only $1.1 billion. During the next 
two years, total holdings of these “liquid assets” changed 
relatively little; but in 1949, while sales and prices were 
sliding off, such assets increased almost $3 billion. 

At the same time, there was continued extension of 
credit to customers, mainly consumers. Receivables from 
consumers rose $900 million, a half billion less than the 
$1.4 billion used for the same purpose in 1948. Receivables 
from business, although they showed a decline of $1.6 bil- 


Chart 2. 
SOURCES AND USES OF CORPORATE FUNDS 
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lion, were counterbalanced by an equal decline in payables. 

Retained profits and depreciation allowances con- 
tinued to be the primary sources of funds for corporate 
requirements in 1949, Together they totaled $14 billion; 
and although they declined $4 billion from 1948, these 
sources were more significant percentagewise since over- 
all requirements were substantially reduced. 

It may seem that this is piling anomaly on anomaly, 
but the explanation is readily found in the inventory 
account. Requirements for financing inventories were so 
sharply reduced as to affect almost all other accounts. 
Inventory requirements decreased $3.7 billion in 1949, 
after increasing $6.3 billion in 1948, a total swing of $10 
billion. Repayment of $1.4 billion of short-term bank loans 
was related to this shift, as such loans are in part used 
to carry inventories. 

The net effect of these changes in the sources and 
uses of funds was to ease corporate financial positions. 
As already pointed out, adjusting to eliminate inventory 
revaluation indicates an actual increase in cash available 
from operations. Stockholders, therefore, were paid a 
half billion dollars more in dividends than in 1948, when 
payments reached a peak $7.9 billion. 

Another indication of current strength in the cor- 
porate financial position is that the ratio of interest pay- 
ments to corporate profits (before taxes and interest 
payments) was only 8 percent in 1949. This ratio was 20 
percent in 1940 and 30 percent in 1929. 

Net sales of new securities (new issues less retire- 
ments) totaled $5.1 billion in 1949. In reaching this total, 
sales of equity securities experienced a slight rise but 
bond sales were a billion dollars lower. The rising trend 
in stock prices suggests that there will be a still greater 
shift from bonds to stocks in future financing. 
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During January, Illinois business activity was at a 
lower level than during the preceding month or in 
January, 1949. Manufacturing employment showed little 
change, though unemployment rose seasonally. Petroleum 
production, an exception, increased. Electric power pro- 
duction, down slightly from December, equalled last 
January’s volume. Postal receipts declined seasonally but 
were 2 percent above last January. 


Labor 


Manufacturing employment~in the State remained 
about level during January, though a few firms in Dan- 
ville, Elgin, and Springfield reported cutbacks in antici- 
pation of the effects of a prolonged coal strike. Manu- 
facturing employment rose in Rockford as a result of 
increased activity in the fabricated metal products and 
nonelectrical machinery industries. Employment also 
increased in Aurora, as paper, lumber, and fabricating 
metal products plants added workers; and the Kankakee 
area reported a significant increase, as steel supplies 
improved and the fabricated metals industry called back 
workers. 

Total unemployment in the State increased, however, 
partly as a result of the seasonal slump in construction 
and retail trade, and partly because of an increase in the 
number of new entrants (primarily youths) into the 
labor market. 


Construction 


The value of construction contracts awarded in the 
State during January for all types of building was appre- 
ciably less than in December though slightly above con- 
tract awards in January, 1949. Contracts for public works, 
utilities, and nonresidential building lagged behind last 
January, but residential building contract awards more 
than doubled. 

Outlays for plant expansion in the Chicago area con- 
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LOCAL ILLINOIS DEVELOPMENTS 
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tinued at a high level during February. Investment jf 
industrial facilities announced during the month totale 
$31 million, raising investments in the area for the firy 
two months of 1950 to approximately $53 million. Accord. 
ing to the Chicago Association of Commerce and Indy. 
try, the amount reported for February represents plans of 
25 companies and is the largest monthly figure reports 
since April, 1947. 

The Carnegie-Illinois Steel Company plans to increas 
its Chicago district production of cold-reduced shee 
200,000 tons a year by modernizing and expanding jg 
Gary Sheet Mill and Steel Works. Bethlehem Steg 
Corporation is expanding its plant in the Clearing Indy. 
trial District. Peter Paul, Inc., candy manufacturer, ha 
acquired a 14-acre site in La Grange Park, on which; 
200,000 sq. ft. plant is to be constructed. Powers Regy. 
lator Company, manufacturer of temperature-controlling 
apparatus, heating specialties, and shower mixers, wil 
construct a one-story plant of 150,000 sq. ft. in Skokie, 

The Illinois Bell Telephone Company recently ap. 
nounced its plans to spend $69 million for capital im 
provements in the State in 1950. 

Granite City has been allocated a new post office; 


A total of $650,000 in Federal funds has been allocated 
to Illinois for airport construction. Of that amount, $500. 
000 is to be used for improvements at the Chicago air. 
port; $75,000 was allotted to the Rockford airport; 
$55,000 was allotted to the Marion-Herrin airport; ani 
the Charleston-Mattoon airfield was given $20,000. 


Retail Sales 


Sales in department stores throughout the State de- 
clined seasonally in January and were below the level of 
last January. Aurora, Danville, Decatur, Elgin, and 
Kankakee were the only cities to report higher depart- 
ment store sales than in last January. 

Although department store sales in Chicago were 
under last January, total retail sales in the city were 3 
percent above January, 1949. The increase was due to the 
continued high level of sales by automotive dealers and 
furniture and household appliance stores. General mer- 
chandise, apparel, jewelry, lumber, building and hard 
ware, liquor, and food stores reported sales lagging below 
last year. Total retail sales in East St. Louis, the only 
other city for which data are available, were 22 percent 
above last January. 


Farm Prices 


For the fourth successive month, the index of prices 
received by Illinois farmers declined. The January 15 
index was 227 percent of the 1910-14 average, down two 
points from December 15. The all-farm-crop index held 
steady during the 30-day period, but the livestock and 
product prices index declined three points. The greatest 
drop was in egg prices, down 26 percent since mi¢- 
December. 

From July, 1946, to January, 1949, the index of Illi 
nois farm prices was above that of the average for the 
nation, as shown by the chart. However, since January, 
1949, Illinois farm prices generally have been below the 
national average. During this period, prices received by 
farmers lost their margin over the indexes of prices paid 
by farmers (including interest, taxes, and wages) and last 
November fell below the latter for the first time in the 
postwar period. 
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